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SECTION I, SWXARY OF FAR EAST TRENDS AND DEVELOPMENTS

Building of ships in Japan for export held justified by the necessity
to improve Japan's balance of payments (page 3).

In preparation for resumption of Diet proceedings, left=-ving Socislists
are attempting to secure Cabinet adoption of leftist logisletite proposals
as the price of continued support of the Ashide Govermment (page 4).

The mon seleotad to head the new Demooratic Peoplets Republiv of Korea
are trusted Soviet puppels and cen be counted on to advance Soviet Interests
at the UNGA meoting in Paris. At the some time the communist South Xorea
Labor Party is expeorlencing a tightening of Soviet control designed to
incresse its effectiveness (page 5).

Although the military situation in Chine remaine relatively quiet, ke .
Chiness Communistse will probably launch a general offensive in all major
sectors this autwm (pags 6). Nationalist ability to suwccesafully stave, off
a Chinese Communist atback in Manchuria will likely be impeded by the report.
ed rift in the Manchurien command (page 6). The recently formed Communist
North China Government is viewed as the probable forerunmner %o a larger
Red CGowermment over all the "Liborated Areas" (pegme 6)e

A ronowed effort by the Soviet-oriented Uo Chi Mimh Government, to
exploit growing French weaknesses in Indechina, appesrs tc bo develeping
8.6
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STMMARY (oonﬁmxed)

The UK preas, vhich is almost the only socurce of Information ragard.i.n?
canditions in Melaye pontinues to show concern over the situation (page 9).

The Philippine Covarument is resuming military action against the
Ruks (page 9).

The economlo consequences of the insurrection in Burma ars becoming
sorious (page 10). :

Tha growth of Commmist influence in Indonssia hase been acoelerated
by the stalemate in GOC negotiations (page ll).
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SECTION II. DEVELOPIENTS IN SPECIFIED ARRAS

GENERAL
Japan's building of ships for expert hold Justified wpe

The Department of State has advieed the UK that the prinoipal comsiders
ation causing SCAP to authorize the construction in Japan of ships for
foreign dcoount is the necossity to improve Japan's balence of payvrents
position. The inooms derived from the sale of these ships can ba used to
purchase raw materiales for the production of other export items, whioch thereby
cohtributes to induatrial recovery, reduotion of ocoupation costs and the
oventual attainment by Japan of a selfwsupport atatus, Thus, the Department
states, it will be possible to realize ons of the principal objectives of the
ocooupation -~ the stonamic recovory of Japan to a self-supporting status,

The reply of the Nepartment of State to the UK will probably not allay
the UK’ fears over Japan's resumption of shipbuilding on a lerge scalo (asge
B/FE Weekly 6 July ~ 13 July 1948 and ORE Weokly % Soptember 1948). As the
Japanose shipyrrds inorease the tempo of their activity, the objeotions of
the UK may be expected to inorease. Howsver, the foroe of their opposition
is diminishod by the faot that other maritine powers aguch as France, Norway, 25X1A
Denmark, and Sweden desire Japanese-bullt ships for their own eoconomio Pure
poses, ’ ' :
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JAPAN
Le Scoialists bargain for legislative program., Xey political meweuvers "B"
eviden anticipation o resumption &t progsedings are loft-wing

Sosialist attempts to secure Cabinet adoption of leftist legislative pro~
posals ae the prioce of continued support of the Ashida Gowormmeont. Embittered
by conservative domination of the coslition cabinet, -exasparated by Diet

. fallure to pass the Socialist-sponsored war-bond interest payment guspension
bill, and embarrassed by the government's excessively harsh in rprotation of
Genernl MaocArthur's "suggestions” regarding the trade union rights of govern-
ment employees, left-wing Socialists have clemored for Soocialidt withdrawel
from the govermmonte Bven Party Chairmen, former Pramier, KATAYAMA Tetsu, a
middle of the roader, has publicly advéoated Diet dissolution despite right-
wing Soolalist disavowals of the necesaity thereof, Left-wing "realists®
believe that by remaining in the govermment they may forestall the establigh-
ment of a more conservative govermment likely to result from cabinet resig-
nation or Net dissolution at this tims. Thess leftists are leading dbttemptse
in Sooialist Party execusiwe sessions currently in process to strengthen the
Socialist=-and thelr ovn=<bargaining position in unifying the Party stand on
egsential legisiative issuegs.

v Foremost emong, the imsues which the left-wing Soolalizts are ralsing 1o
the demand {or passage of the interest payment suspension measwre, the enaste
mont of which wae promised in the oripinal apgreement for Scotalist participa~
tlon in the govermment. In addition, left-winpers are sceking adoption of
measures desipned to iInorease popular support for the party, partioularly in
labor, The principle items in this catogory are: (a) boosts in the basio
wage rate to be oaloulated on the bagis of living costs rather than on
revenuoss (b) exteusion of the farmland reform programg and (o) modification
of the propesed revision of National Publie Service law to permit collective
bargaining by all govermment employses and the right to strike by industrial
workers in government employment.

The extent to whioh these attempts to seoure adoption of soms portion
of the Sooialist Party programs depend: (1) on the relative incompatibility
of conservative elements within and outside the govermment, which inocompata-
bility has to date provented a comservative merger; and (2) in the final
enalysis, on the attitude of GIIQ, SCAP whose interests in Japan's economic
racovery has bean interpreted by the Japauese to mecessitete: (a) balencing
of the budget; (b) elimination of the disruptive cepabilities of ishor; and
(0) avoidance of measures which might detor the importation of private capital
into Japan. ' '
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KORBA -

Irusted gﬁ-lim Communists control the Soviet satellite povernment newly- "B"
eptablis Torth Korea. The samoc men who held key positions in the.
Yorth Korean Peopls's Committee comtimue in power in the Domooratio People's
Republic, although & number of South Koreans have been given positions of
titular importanoe, Within seven days the Supreme Korean Peopla's Asgembly _
hass (1) ratified a comstitution; (2) ssleocted a premier and been informed
of the forration o{ the povermments (3) resclived to request the withdrawal)
of Sovliet and amotiseh forces; und (4) empoworsd the government to send-
representatives to the UNGA meoting in Paris, These representatives will

. utldondtedly be used by the Soviet delegation to oonfuse UNGA aotion by
denouncing the Rhee regime in South Korea as a US puppet snd by advancing
sompotitive olaims for recognition as a truly national and democratic Korean
tovermment.

The Communist South Koree labor Par__ﬁ_hg (SELP) has been effeoting a reorgani~ "B"
gation 8 ar in re el ng of control and discliplina in
communist psrties eélsowhere. The elimination of deviationists, stronger
central control of party aotivities, and the establishment of a separate
Intelligence Bureain as part of the Asiatic Cominform network are some of

the features of this reorganization. The SKLP ia in a very weak pesition
at tho present time follovdny two yoars of contlnuing fallure to attein its
objeotives and steady dimimtion of popular support. Most of the able perty
leaders have gomd north to take positions in the People's Republic, The
remaining party members are being oonstantly harrassed by both the Scuth
Korean police end rightist youth organizations. The incessant invasion
threate emanating from North Korea are deaigned, in part, to sustain the
sagging morale of the faithful in South Eorea with the thought that theiy
day of power will soon be realized. '
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] is anticlipated i
some F b ional Government. The long lvll, extend-
ing over the past five months in Manchuria, has given the Commmists an
opportunity to re-equip, regroup and train new forces. Communist strength
in Manchuria, accordingly, now tobale sbout 18 columns, giving them an over—
whelming nurericsl advantage over the Nationalist defenders. The Nationalist-
held éity of Changehwn, isolated for more than 15 mohths, will probably fall
in the near future; its fall will release Communist troops for action against
Mulden or the Chinhsien corridor, both primary targets. However, it appears
likely thé Communistz will nob try to take Mukden by assault, but will con-

. tent themselves with reducing 1ts present perimeter while bringing their
main body to bear on tho coastal corrddor leading south from Chinhsien into
China Proper. Concurrently, Communist forces in North China will keep FU

. Tso~yi ocecupied to the south and west of Peiping, forcing him to leave

his dorthern flank inadequately protected. Communist forces in the Central
China aréa at present may be aiming at the isolated Nationalist pockets of
resistance (d.g., Tsinan or Taiyuan) befors moving inbto the Yangtege Valley
in force. Aetually, the timing as well as the locus of eny actions remain
at the discretion of the Comimmists. (A map showing the military situation
in chi.m;. as of 1 September 1948 will be available for ORE Weekly of 17 Sep-
tembsr,

A split appears to have developed in the Manchurian headgquarters of  *#tpe

WEI Li~husng.” Reports indicale that a number of WRL'S tOp-ranking sube
ﬁﬁaﬁicera are of the opinion that, at present, the wisest strategic
course for the Nationalists would be o lawnch an offensive south of Mukdsn
. (where the Communists ate comparatively wwek), thus opening a rail corridor
to the seaport of Yingkou. WEI, howdver, remains adamant in his desire to
sit tight and preserte his troops and his wbroken stting of "victories®
over the Communists. This rift, coupled with WEI's mounting supply and
food problems--the critical nature of which, say these generals, WEI fails
to gragp-—further vitiates the Nationalists' power of resisting expscted
Communist attacks. : _

- The creation of the Communist North China People's Government is upn
viewsd as a forerunner of & larger GOMmUNISG povernment Later Lo be eatab-
lished for all "liberated" areas. The Communiats with help of the Kuomin-
tang dissidents are already planning to convens & Psople's Consultative
Conference for the formetion of such an over-sll Commmist government. The
racently formed North China governmment apparently will have jurisdictien
over tha North China Liberated Area. The latter was created by the merger

of two of the border regions announced last May.
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The Chinede Cammmists are malking important advances in consolidating
thoir regime, By their military viotories they have united scattersed areas
that formerly were largely autonomous and now are ready for more unified
oontrols Plans for a People's Consultative Conferencs seem to be progressing
with thé Communists reportedly arranging for soveral Hong Kong dissident
lsaders to go to North China for a prelimimary meoting. Tho actusl cofer-
onoe howsver, will probably not take place for a few months, If an expended
Comunist government results from this conference it will be a key faotor
in future Sino-Soviet relations, i.e., the Soviet attitude toward such a
goverrmont will hate a profound effect on the position of the USSR in China.

- The reported acocidental death of "Christien General” FENG Yu-hs in "B"
the BIadk Hoa on the JovieT steamer "Foboda" may lead o & Chiness G%varn—
ment request to the USSR to explain why it granted FENG a transit pass

to procoed to Chiness Communist areap with the avowed intention of joining
the Chinese "Reds® mgainst the Nutional Covermment, thus violating the
8ino-Soviet Treaty of 1946. In the meantime the Nanking Foreign Offios has
ralsed with the Soviet Embasdy the quesation of whaother or not tho reported
death of FENG may be fraud, and wishes US confirmation that FENU actually
left the US on a Soviet vessel. Chinese Communiet leaders, MAO Tze-tung and
CHU Teh, apparently giving the report full oredenss, have telegraphed their
condolences to Mrs.FENG and to the dissident Kuomintang Revelutitanry
Committee in Hong Xonge .

: The Tibetan Trade Miassion has esked the US for a temporary loan of mow
$2,000,000 Tor the purohase of 50,000 ounces of gold to be used to stabilize
m%fs curreucy, explaining Tibst has suffiocient rupee exchange in banks in
India to serve as cdollateral for the loan. The mission says the 1édn will
strengthen Tibet's bargaining position looking boward a revision of the

Treaty botween Tibet and Britich Indle (whioch confoirred special privileges

and border territory to the UK}, The Misslon expeocts to leave New York for

the UK in about 10 days, Th¢ Chinoso Embessy in Washington agein has
relterated the Chinese Govarrment's oleim of sugerainty in Tibet.

Evidenod of ocértain Chinese indusdtrialistst ivterest in ECA recon- ngH
structlon 1n Vestorn Cernany 15 indicated by aAn ANGUATY Trom Nenking :
Dusinéssmen anxious to learn established procedutes for ascertaining the
avallabllity of generating equipment, transformers, spares, eto., for
export to China. There are in China a larpge number of incisllations of

Gorman manuf'aotured machinery, so German manufaoturers would be the logiocal
supply source for ropair or expansion of these installations, :

Govermment Controls Dominate thé New Currency Program. Although ngn
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wholesale pricos have remained relatively stable at a high level sinte
the new currency wes inaugurated 19 Aug., the price structure 12 far from
built on a normal, sound besis. Tho priece scsle in Chungking end Tien-
~tein generslly has been maeintained in face of the loose mbney merket

and police surveillance. In Henkow the situation is arparently out of
hend with prices rising rapidly. Csnton prices have increased sbout

85% over 19 Mug.; Mukden prices aleo are generally up. Shenghsi retail
prices have shown a tendency to rize despite controls holding down whole-
sale prices, Intensified activities of the economic police ere a major
foree in effecting stability snd apparent public confidence in the new
currency. MNsanwhile, the volume of commercial transsctions 4in Shenghal
12 reported to have diminished greatly due to price fressing emd strict
Government controls, resulting in the strongulation of normal business
funotions, The Govermment is thus faced with the necadsity of neking a
choies between: a.) tight eontrols and business stagnation on one hand,
o;. b.%hgoae regulations end possible breakdown of the new currency on

the o . .

There is yet no confirmation of a real black market for foreigm
exchenge coming into existence; however, there ave reports of individual
transactions end forward ssles in US dollers st rates ranging from
GY $4.10 to GY $5.65 for US $1, the highest being reported in Mukden.

Yuan Note Circulstion. An unconfirmed report places China's - ngn
total gold yuen note issue up to 31 Aug., 12 deye after the offioial
introdustion, at GY %290 million (US £72.5 million). When compared on
a US dollar basls the néw currency issus now exceeds by 20% the totel
'CN dollars in cireulation at the time it wes replaced. (Totsl CN doller
clrculstion reached en estimsted pesk, 19 Aug., of CN 2700 trillion,
squivalent to US £58,3 million.) Finance Minister WANG Yun-wu snnounced
that as of 9 Sept. e total of US $44 million in foreign currencies, gold
and silver, had been turned in for exchange.
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: b% Ho Chi Minh, ®A®
- - OVern to exploit

growing Fremh wea.lmeaaea in Indochiua, appaa.rs to be devoloping At a
specitl meoting called on £ Septesber to commemorate the third amniversary
of the founding of his Repudlic, Ho reviewed the general situation, Po~
litieally, he pointed out growth in prestige of his government as well as

a stronger international position, He maintained that the army and militia
have "oome of age" morally and materially and are backed up by increased
production of arms and ammmition. He reaffirmed the position of his
government to be that of "fxdientdly cooperation with the French people on
the basis of independente and equality, but not false independencs and
unity which will bring back enslavement."” Ho stressed the distinction
-between the French fipsople” and the fcolonialists" whom he alleges have
attempted negotliations with "puppets who do not repiresent the Vietnamese
people” and demanded definitive action against them, It is apparent that
the Ho Chi Minh regime is determined in its cbjectives, since a recent
official commnique is reported to have declared the existence of a state
of war in Vietnam. Increased sabotage and guerrilla activity in north and
south Vietnam (Tonkin and Cochinchina) are being reported. In addition,
regnlations suggesting sction against “fnreign" aireraft and shipping heave
been mnounced.

TALAYA

UK press continues to indicate eccncern over Halayan situation, UK HB»
concern over the situation in lalaya can be judged. ‘somewnat bv the extensive
coverages in the British press which unfortunately is almost the only scurce
of informstion re ing conditions in Malaya, Although the UK concern may
be somewhat out proportion to actual losses of 1life and property, it is
apparent that the British are still confronted with a serious problem,

Through the middle of Aupust, 11 European civilians and 106 Chinese and

Yalays are réported to have besn murdered., Small amounts of stored rubber

are reported to have been damaged or destroyed, eight plantation manufacturing
plants seriously damaged and seversl plens for replanting or new planting of
rubber trees postponed or canceled, Widespread incidents of violence con-
tinus despite vigorous precautionary and military measures undertaken by
British authorities, Although the overall production of tin and rubber has
not yet dropped, it will continue to beé threatened until law and order is
restored,

PHILIPPINES

. Covernment ieeunea mill action against Huks. Declaring that the AR
"Huks are now in a state of rabellion, ﬁ”g‘m en ino informed the US
charge' in Manila on 13 September that the Constebulary, the Army, and
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PITLIPPTNES (continued)

"guerrilla units" have now arbarked on an anti-Huk military campaign. The
President said that the Armed Forces have completely surrounded the central
Tuson area in vhioch Huk leader Taruc and his main group are supposed to be
located. The Embassy reports that Tuirino, who now seems as dotermined to
conquer the Huks by forece as he was formerly to subdue them peacefully,
wishes personally to supervise the anti-Huk military action which he de-
gires to camplete "before the outbreak of war in Germany.* The President
emphasized in the interview that Tarue has lost all amnesty benefits and
that, should the Huk chief answer a summons to appear in Manila before the
congressional elesctbral board, he would be apnrehended immediately on a
murder charge, Despite his apparent policy reversal, the President also
emphasized his determination to continue the Government's peasant ameliora-
tion progrem under protection of the Armed Forces and stated that anyone
interforing with the program would be considered an eneny of the nation,

“hile the Armed Forces may be able to control large-seale Huk activities,
bloody clashes are expected to continue in '  eentral Isizon where the death
toll has mounted to an estimated 155 persons since amnesty expired on 15
lugust. ‘‘éreover, Nuirinots sotial amelioratien program is at best a palliative
as thorough study and plsnning will be roquired to resclve the fundamental
problem of traditional ineouities in the agrarian ec aiony. In addition to
the problem of effectively smploying "guerrilla units" to cope with Huk "hit-
and-run" tactics, the Constabulary will be faced with problems of maintaining
adequate supplies and egulrnment and of exercising more strict control of fire-
arms imports and distribution to prevent diversion into unavthorized channels,
Reneral Castaneda, Chief of Constabulary, has already discussed the possibility
of 'S loglstical support with the local US Army commander. Yore determined v
attempts may be mede to secure US ald under the 'S-Philippine ilitary Assistance
Agreement as the Government's punitive carpaim against the Iluks progresses,

DURITA

Economic conssquences of ineurrection beeomin serious., The hydra- nAR
headed insurrection in Burma, which began with the uprising of the Burma
Communist Porty in arch 1948, is having sericus economic consequences, The
two most serious economic effects of the insurraction are the greatly ine
creased military expenditures and the heavy losses of revenue fram thé cure
tallment in the exports of rice, Tn addition, irrigation canals and govern-
ment buildings have been destroyed, and government treasuries and rice stocks
have been looted. TFurthermore, the flovernment is sustalning substantial
logses of revenue from the fallure to collect land rents in large areas and
from the operations of public utilities. mn top of all these difficulties,
Burma's currency has been sadly mismanaged by ‘incompetent personnel in the

~SECRET ™ |
Approved For Release 2005/04/26 : CIA-RDP79-01082A000100010003-6



-01082A000100010003-6

Approved For Release 2005/04/26 : CIA-R
. SECRF

Finance lfinistry. Aa‘a result, Burma's 1947-48 budget, which waes expeSted

;zo have been balanoed, will now show & deficit of at Mt_sm,sool,ooo. .
foreover, one of Burma's leading newspapers, owned by the Finance Minister.
predicts that the 1948-49 budget will have a deficlt of at least 510,000,000
which is probably more correct than the $33,000,000 deficit as estimated in
the offlsial budget. Inflationary tendencies have been visible in the last
few woeks, and it 1s questionable if the Trupes oan bs maintained at its present
rats of exchange if the inenrrestion, losas of revenue and nismanagement con-
tinus. Although the Government has taken steps to forestall esonomic sollapss
by doubling the export duty on rice, increasing tariffs, enhancing entertain-
ment and excise taxes, and' levying a new 163% tax on all business profits
amounting to more then #35,000, such measures are merely expedienta. Unless
political stability 1s resﬁored or considerable foreign financial aseistance

is ;bta!ned in ths neer future, esonomic deterioration will becoms increasingly
serious,

INDONESIA
Qrowth of Communist inflnence aceelerated stalemate in negotistions. ™A
PolitIcal & ents ® i onesis are rap 1%?%&0

Communist or anti-Commnist camps. Until recent months the left~wing opposi~-
tion posed no serious prodlems to Premier Hatta's moderate government although
Republican armed forces were frequently used to subdue extremist-elements, _
The left-wing became an actual threat to the Government, however, after the
22 Mey announcement by the Soviets indicating willingness to sxchange censular
representatives with the Republic. This astion gave pro-Soviet political
parties strength and encouragemsnt. By August a Soviet-trained Indonesian
Commnist had made considerable headway in reorganizing loose left-wing
parties into a stronger, militant Indonesian Commnist Party (PKI).

1 September former Premier Sjarifoeddin, chairman of the more left of the
Republic's two Socialist parties, declared that his party had been incorporated
into the Commnist Party thus insuring the pro-Soviet groups of some popular
leadership. The Labor Party and SOBSI (Republican Federation of Labar Unione)
are also reported to have boen amalpamated with ths Commmnist Party. ,

Premier Hatta has resclved to take strong messures against "destruotive
slements” who premote anerchy or threaten public security, In this resocldtion
he 1s backed by the moderate PNI (Nationalist Farty) and rightiwing Masjoemt
(Morlem) party, which have both refused a Commmist Party invitation to form
& national front. Tensions building up within the Republic ¢otinue to
ascelerate and it im probable that Hatta's fight against Communism will in-
volve a major military operation,
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INDONESIA (continned)

The ultimate outooms of the struzgle of non-Camunists versus Coanumists
in Indonesds depends almost wholly upon a satisfactory sdttlement of the
Dateh ~ Republisan diepute., Ae leng as the negotiatims, now being candusted
under the auspises of the UN Good Offices Committee, remain stalemated,
Comminiot olomento will continue to gain atrength by fomenting disomtent

within the Republic aid premoting insidents whioh cmtribute to tho general
Peeling of unsasiness,
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